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upon which the plan was negotiated is later
found to be materially incomplete or inac-
curate. The results of the negotiation shall
be made available to all Federal agencies for
their use.

3. Negotiated cost allocation plans based
on a proposal later found to have included
costs that: Are unallowable as specified by
law or regulation, as identified in Appendix
B of this part, or by the terms and conditions
of Federal awards, or are unallowable be-
cause they are clearly not allocable to Fed-
eral awards, shall be adjusted, or a refund
shall be made at the option of the Federal
cognizant agency. These adjustments or re-
funds are designed to correct the plans and
do not constitute a reopening of the negotia-
tion.

G. Other Policies.

1. Billed central service activities. Each
billed central service activity must sepa-
rately account for all revenues (including
imputed revenues) generated by the service,
expenses incurred to furnish the service, and
profit/loss.

2. Working capital reserves. Internal serv-
ice funds are dependent upon a reasonable
level of working capital reserve to operate
from one billing cycle to the next. Charges
by an internal service activity to provide for
the establishment and maintenance of a rea-
sonable level of working capital reserve, in
addition to the full recovery of costs, are al-
lowable. A working capital reserve as part of
retained earnings of up to 60 days cash ex-
penses for normal operating purposes is con-
sidered reasonable. A working capital re-
serve exceeding 60 days may be approved by
the cognizant Federal agency in exceptional
cases.

3. Carry-forward adjustments of allocated
central service costs. Allocated central serv-
ice costs are usually negotiated and ap-
proved for a future fiscal year on a “fixed
with carry-forward” basis. Under this proce-
dure, the fixed amounts for the future year
covered by agreement are not subject to ad-
justment for that year. However, when the
actual costs of the year involved become
known, the differences between the fixed
amounts previously approved and the actual
costs will be carried forward and used as an
adjustment to the fixed amounts established
for a later year. This “carry-forward” proce-
dure applies to all central services whose
costs were fixed in the approved plan. How-
ever, a carry-forward adjustment is not per-
mitted, for a central service activity that
was not included in the approved plan, or for
unallowable costs that must be reimbursed
immediately.

4. Adjustments of billed central services.
Billing rates used to charge Federal awards
shall be based on the estimated costs of pro-
viding the services, including an estimate of
the allocable central service costs. A com-
parison of the revenue generated by each
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billed service (including total revenues
whether or not billed or collected) to the ac-
tual allowable costs of the service will be
made at least annually, and an adjustment
will be made for the difference between the
revenue and the allowable costs. These ad-
justments will be made through one of the
following adjustment methods: A cash refund
to the Federal Government for the Federal
share of the adjustment, credits to the
amounts charged to the individual programs,
adjustments to future billing rates, or ad-
justments to allocated central service costs.
Adjustments to allocated central services
will not be permitted where the total
amount of the adjustment for a particular
service (Federal share and non-Federal)
share exceeds $500,000.

5. Records retention. All central service
cost allocation plans and related documenta-
tion used as a basis for claiming costs under
Federal awards must be retained for audit in
accordance with the records retention re-
quirements contained in the Common Rule.

6. Appeals. If a dispute arises in the nego-
tiation of a plan between the cognizant agen-
cy and the governmental unit, the dispute
shall be resolved in accordance with the ap-
peals procedures of the cognizant agency.

7. OMB assistance. To the extent that prob-
lems are encountered among the Federal
agencies and/or governmental units in con-
nection with the negotiation and approval
process, OMB will lend assistance, as re-
quired, to resolve such problems in a timely
manner.
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A. General. Federally-financed programs
administered by State public assistance
agencies are funded predominately by the
Department of Health and Human Services
(HHS). In support of its stewardship require-
ments, HHS has published requirements for
the development, documentation, submis-
sion, negotiation, and approval of public as-
sistance cost allocation plans in Subpart E
of 45 CFR part 95. All administrative costs
(direct and indirect) are normally charged to
Federal awards by implementing the public
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assistance cost allocation plan. This appen-
dix extends these requirements to all Fed-
eral agencies whose programs are adminis-
tered by a State public assistance agency.
Major federally-financed programs typically
administered by State public assistance
agencies include: Temporary Assistance to
Needy Families (TANF), Medicaid, Food
Stamps, Child Support Enforcement, Adop-
tion Assistance and Foster Care, and Social
Services Block Grant.

B. Definitions.

1. “State public assistance agency” means a
State agency administering or supervising
the administration of one or more public as-
sistance programs operated by the State as
identified in Subpart E of 456 CFR part 95. For
the purpose of this appendix, these programs
include all programs administered by the
State public assistance agency.

2. “State public assistance agency costs”
means all costs incurred by, or allocable to,
the State public assistance agency, except
expenditures for financial assistance, med-
ical vendor payments, food stamps, and pay-
ments for services and goods provided di-
rectly to program recipients.

C. Policy. State public assistance agencies
will develop, document and implement, and
the Federal Government will review, nego-
tiate, and approve, public assistance cost al-
location plans in accordance with Subpart E
of 45 CFR part 95. The plan will include all
programs administered by the State public
assistance agency. Where a letter of approval
or disapproval is transmitted to a State pub-
lic assistance agency in accordance with
Subpart E, the letter will apply to all Fed-
eral agencies and programs. The remaining
sections of this appendix (except for the re-
quirement for certification) summarize the
provisions of Subpart E of 46 CFR part 95.

D. Submission, Documentation, and Approval
of Public Assistance Cost Allocation Plans.

1. State public assistance agencies are re-
quired to promptly submit amendments to
the cost allocation plan to HHS for review
and approval.

2. Under the coordination process outlined
in subsection E, affected Federal agencies
will review all new plans and plan amend-
ments and provide comments, as appro-
priate, to HHS. The effective date of the plan
or plan amendment will be the first day of
the quarter following the submission of the
plan or amendment, unless another date is
specifically approved by HHS. HHS, as the
cognizant agency acting on behalf of all af-
fected Federal agencies, will, as necessary,
conduct negotiations with the State public
assistance agency and will inform the State
agency of the action taken on the plan or
plan amendment.

E. Review of Implementation of Approved
Plans.

1. Since public assistance cost allocation
plans are of a narrative nature, the review
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during the plan approval process consists of
evaluating the appropriateness of the pro-
posed groupings of costs (cost centers) and
the related allocation bases. As such, the
Federal Government needs some assurance
that the cost allocation plan has been imple-
mented as approved. This is accomplished by
reviews by the funding agencies, single au-
dits, or audits conducted by the cognizant
audit agency.

2. Where inappropriate charges affecting
more than one funding agency are identified,
the cognizant HHS cost negotiation office
will be advised and will take the lead in re-
solving the issue(s) as provided for in Sub-
part E of 45 CFR part 95.

3. If a dispute arises in the negotiation of
a plan or from a disallowance involving two
or more funding agencies, the dispute shall
be resolved in accordance with the appeals
procedures set out in 45 CFR part 75. Dis-
putes involving only one funding agency will
be resolved in accordance with the funding
agency’s appeal process.

4. To the extent that problems are encoun-
tered among the Federal agencies and/or gov-
ernmental units in connection with the ne-
gotiation and approval process, the Office of
Management and Budget will lend assist-
ance, as required, to resolve such problems
in a timely manner.

F. Unallowable Costs. Claims developed
under approved cost allocation plans will be
based on allowable costs as identified in 2
CFR part 225. Where unallowable costs have
been claimed and reimbursed, they will be
refunded to the program that reimbursed the
unallowable cost using one of the following
methods: a cash refund, offset to a subse-
quent claim, or credits to the amounts
charged to individual awards.
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